University of New Mexico

UNM Digital Repository
NotiSur

Latin America Digital Beat (LADB)

1-24-2003

Argentina and IMF Make a Deal
LADB Staff

Follow this and additional works at: https://digitalrepository.unm.edu/notisur
Recommended Citation
LADB Staff. "Argentina and IMF Make a Deal." (2003). https://digitalrepository.unm.edu/notisur/13110

This Article is brought to you for free and open access by the Latin America Digital Beat (LADB) at UNM Digital Repository. It has been accepted for
inclusion in NotiSur by an authorized administrator of UNM Digital Repository. For more information, please contact amywinter@unm.edu.

LADB Article Id: 52850
ISSN: 1089-1560

Argentina and IMF Make a Deal
by LADB Staff
Category/Department: Argentina
Published: 2003-01-24
The Argentine government and the International Monetary Fund (IMF) finally reached a
provisional agreement on Jan. 16, after almost a year of unsuccessful negotiations. It will allow
the reprogramming of more than US$11 billion in debt payments. The deal was the first between
Argentina and the IMF since August 2001, after which the IMF cut off billions of dollars in funding
(see NotiSur, 2001-08-31).
The IMF Executive Committee, in Washington, has yet to approve the accord between its technical
team and the Argentine government, but it is expected to do so at its next meeting on Jan. 24. In
transmitting the recommendation to the Executive Committee, IMF Managing Director Horst
Koehler said in a statement, "The...discussion on January 8 demonstrated the complexity of the
situation in Argentina as we staff, management, and the authorities have strived to secure a policy
framework that achieves durable macroeconomic stability, supports the resumption of growth, and
improves the investment climate. The appraisal...is candid in stressing that difficulties in securing
a political consensus in Argentina have been a core problem impeding progress toward a program.
That said, we all take note that, in recent months, the economic situation has somewhat stabilized,
though it remains fragile."
The agreement covers US$6.6 billion owed the IMF and another US$4.4 billion owed the World
Bank and the Inter- American Development Bank (IDB). It postpones payments to the international
lenders between now and August, giving the country enough time to elect a new government in
April and put together a new economic plan.
"It is essentially what is referred to in the vernacular as a rollover agreement," IMF spokesman
Thomas Dawson told reporters. "This is an agreement that attempts to maintain the progress that
has been made, noting that the Argentine economy has attained stabilization."
With this accord, Argentina can resume negotiations with the IDB and the World Bank, a step that
could bring money for desperately needed social programs. The deal will not give Argentina any
new IMF cash, but it will free up millions of dollars that can now go for domestic priorities. The
agreement also ensures that the credits previously approved by the World Bank and IDB will be
disbursed. The payouts had been in danger since the Argentine government said it would make no
more payments without an IMF deal.
On Jan. 20, the World Bank offered US$1 billion in financial assistance for social programs. World
Bank president James Wolfensohn said from Copenhagen that, if the IMF approves the deal, the
bank "is ready to announce immediate social assistance packages for US$1 billion for Argentina."
In return for the postponement of its payments, Argentina has agreed to maintain a fiscal surplus of
2.5% of GDP, to achieve a growth rate of 3%, and to keep inflation below 22% for 2003.
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The letter of intent also calls for beginning the renegotiation of the US$50 billion debt with private
creditors, on which Argentina has been in default for more than a year, and to restructure the public
banking system. It includes a "trigger clause" indicating that if the Corte Suprema redollarizes bank
deposits or if there is a significant rise in the dollar against the peso the agreement will have to be
renegotiated. Economy Minister Roberto Lavagna emphasized that the agreement does not include
the traditional IMF requirements to cut public spending and implement structural reforms.

G-7 comes to the rescue
The IMF had sent a negotiating team to Buenos Aires in early January. Just as it appeared that the
negotiations were going nowhere, making further defaults almost a certainty, the agreement was
pulled from the fire.
On the afternoon before the agreement was finally signed, a frustrated Lavagna had complained
that "the Fund reopened the discussion about the monetary program." The issue was reportedly
an IMF demand that the Banco Central raise interest rates. Lavagna has had a difficult job trying
to reach the deal with the IMF without setting off fresh protests in the streets of Argentina. Soon
after Lavagna was designated economy minister in mid-2002, the depreciation of the Argentine peso
stabilized, after falling more than 75% in six months.
Prices on the domestic market also stabilized and some sectors of farming and industry began to
show signs of recovery. In this context, Lavagna decided to stop using the diminished cash reserves
to pay off debts to international organizations until an accord was reached with the IMF. Argentina
had already lost access to private foreign credit by defaulting in December 2001 on its debts to
commercial banks and bondholders.
On Jan. 15, the government said it would not pay the US$680 million due the IDB that day and said
it would make no more payments until an IMF agreement was reached. Argentina also owed the
IMF US$1 billion, due on Jan. 17. "The policy is the same," Lavagna told a news conference on Jan.
15 when asked whether Argentina would pay the IMF. In addition, other commitments of US$1.08
billion with the World Bank were due during the week of Jan. 20.
The Argentine daily Clarin reported that what finally broke the impasse was pressure from the
Group of Seven (G-7) industrialized countries (Britain, Canada, France, Germany, Italy, Japan,
and the US), the principal shareholders in the IMF, to close the deal, overcoming the resistance
of the IMF technical team and deputy managing director Anne Krueger. "Argentina is already
in purgatory," said Edwin Truman, senior fellow at the Institute of International Economics in
Washington. "Without this deal, it would have been on the bottom rungs of hell. "If the IMF had
declined to offer this lifeline to Argentina, that would have been perceived in many corners of the
developing world as the IMF turning its back again on a country in difficulty," he said. "The IMF
already has enough problems being seen as aloof, arrogant, and misguided."
President Eduardo Duhalde's government has repeatedly refused to use reserves to make its debt
payments unless it had concrete guarantees that it would be granted aid. The last step toward
closing the deal with the IMF was Argentina's agreement to pay the US$998 million due the IMF Jan.
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17 from its reserves. The money will be returned after the Executive Committee meeting to give the
final approval to the agreement.

Government says agreement is realistic
Duhalde said it was unfortunate that the accord was not for a longer period, but its shorter period
was understandable given the political context that produced it. With the April presidential elections
dominating the political scene in Argentina, the IMF's "requirement [for a longer-term agreement]
of attaining political agreement [among the pre- candidates] would have been impossible in the
midst of an electoral campaign," he said.
Lavagna said he considered the agreement "realistic," after a "long and hard" negotiation. "Since
Argentina joined the IMF, 19 agreements have been made and 15 of them were broken, and one
of the reasons was that they contained unrealistically high goals," he said. "This agreement that
we signed is going to require effort, but it is realistic." Koehler's statement said that the new policy
commitments "could, if implemented consistently and credibly, build a bridge to a comprehensive
program to be negotiated with a new government after the elections. These policies provide the
basis for a transitional program that will seek to preserve macroeconomic stability through the
course of the upcoming elections and reduce the risk of policy reversals.
Equally important, this program will also provide a framework for the multilateral development
banks to support social programs in Argentina, which are key to protect the vulnerable groups from
the adverse effects of the crisis." But almost before the ink on the agreement was dry, Koehler and
Duhalde were publicly disagreeing. Koehler's statement spoke of the "exceptional risks" to the
Fund as a result of the fragility of Argentina's economic policies. Duhalde quickly took exception
to Koehler's remarks. The president said that "in reality, the [agreement] was not a failure [for the
IMF]. It was a failure when they made agreements that could not be fulfilled, with adjustment after
adjustment and every time the situation was more difficult." "The agreement is beneficial for the
country and it has a distinct path from what the international organisms were advising," Duhalde
added.
Nearly all local economists, business executives, and politicians, including the opposition, saw
the agreement as a step forward, although some believed it only puts off the resolution of deeper
problems. Among the critics is economist Claudio Lozano of the Central de Trabajadores Argentinos
(CTA), who said that it is a "limited and provisional accord that doesn't resolve anything." It lacks
measures aimed at a more equitable distribution of income, which Lozano says is essential for
strengthening the reactivation of the economy.
Other critics have said the accord sets a bad precedent because the IMF, under pressure from
dominant member countries, including the US, yielded to Argentine threats to default on
obligations to international lenders.
On Jan. 22, the Argentine government said it was paying its arrears to the World Bank and IDB in
advance of the expected approval of the agreement with the IMF.
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A spokesperson at the Argentine Embassy in Washington said the government would pay the
US$799 million it owed the IDB after defaulting on the payment last week, and US$796 million in
accumulated arrears to the World Bank.

-- End --
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